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General Business Conditions 


HE business upswing has carried fur- 

ther during April. Many measures of 

general business activity have now 

reached, and some have exceeded, the 

peak figures of 1953. In the space of 
half a year the nation’s output of goods and 
services rose $13% billion (seasonally adjusted 
annual rate)— from the third quarter 1954 low 
of $355.5 billion to $369 billion in the first quar- 
ter of this year. The latest figure, as anticipated 
in this Letter last month, is approximately equal 
to the second quarter 1953 record. The indus- 
trial production index is almost, if not quite, 
back to the 1953 high. Consumer spending con- 
tinues to set new records. Construction activity 
is the highest in the country’s history. 


Moreover, current reports indicate that im- 
provement and expansion continue. The vigor 
of the economy is evident in production, in sales 
and in plans for the future. Programs of plant 
and equipment expenditure have been steadily 
enlarged since the upswing began. 
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With business figures making this strong show- 
ing, it may now be said that recovery has been 
achieved. Fundamentally it was a recovery 
based on consumers’ ability and willingness to 
buy. Between the summer of 1954 and the 
opening months of 1955, consumers boosted their 
rate of spending on goods and services by more 
than $7 billion. They increased their purchases 
of new homes by $2 billion. As a result of the 
increase in sales and output, business men 
stopped cutting back their inventories, thus in- 
creasing their rate of spending by nearly $5 
billion. These changes together were enough 
to account for the entire upswing. 

In the same period, business investment and 
government spending were substantially un- 
changed and therefore were largely neutral in- 
fluences. Greater state and local government 
expenditures were offset by continued declines 
in Federal Government spending for both de- 
fense and civilian purposes. 

The recovery was effected without a large- 
scale injection of federal spending; in fact, quite 
the opposite. Supporting influences were unem- 
ployment compensation and other social security 
payments, and tax reduction. Even this, how- 
ever, is not the whole story. In the three quar- 
ters following the cut in personal income taxes, 
the rate of consumer outlays on durable goods 
rose less than a billion dollars; but in the half 
year after the automobile industry started turn- 
ing out its restyled 55 models, durable goods 
purchases jumped over $4 billion. This puts 
needed emphasis on the success of the auto- 
mobile manufacturers in offering designs and im- 

rovements that people wanted, on the sales ef- 
fort that the industry has put forth, and on the 
effectiveness of dealers’ price cutting. 


The Fall Outlook 
With recovery to previous peaks accomplished, 
the problem now is to achieve long-term, self- 
sustaining growth. The fact that automobile 
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sales currently are breaking records does not 
remove the probability that passenger car pro- 
duction in the second half of 1955 will fall 30 
to 40 per cent below the present annual rate. 
Steel mills are operating only a shade below the 
all-time record, and are now booked heavily 
into the third quarter. However, possibilities 
of further increases in the short run are strictly 
limited. Similarly, residential building projects 
are already on the books in sufficient number 
to guarantee a high level of home building dur- 
ing the summer, but a continuation of the past 
year’s rate of increase is practically impossible. 

These are indications of a leveling out of the 
upswing, and in some lines of a decline in op- 
erations, sometime during the summer months. 
With the broadening general improvement, the 
hope is that this dip will be limited to the usual 
seasonal proportions, but beyond that point the 
question is what will carry business forward 
again. Conceivably, it could be inventory ac- 
cumulation. But inventory building at a rapid 
rate would be more disturbing than reassuring. 


The soundest impetus for fall business may 
come from the recent improvement in demand 
for capital equipment. Business investment in 
new plant and equipment appears to have 
touched bottom during the first quarter of this 
year. Now, business men report plans to in- 
crease their capital spending by at least 5 per 
cent over 1954. In addition, the heavy business 
investments already tentatively scheduled for 
1956-58 promise well for a long stretch of high 
level capital goods production and industrial and 
commercial construction. These findings, from a 
survey by the McGraw-Hill Department of 
Economics, are heartening, not only because an 
area of weakness in the economy is turning into 
a source of strength, but also because the at- 
titude of business men toward new investment 
is a good indicator of underlying confidence. 
Plans for investment, especially the longer-term 
plans, reflect not only the optimism stirred up 
by the spurt in sales but the belief that condi- 
tions over an extended period will be favorable 
for the profitable utilization of the new facili- 
ties. 

The successful weathering of the 1954 reces- 
sion and the recovery of the past six months 
appear to have wrought a marked change in 
business thinking along these lines. Last fall, 
a similar McGraw-Hill survey indicated that 
manufacturers would cut capital spending by 
7 per cent in 1955; the latest survey reports plans 
for a 3 per cent increase. All but three of the 
major manufacturing industries have stepped up 
their spending plans and some of the changes 





are dramatic. Iron and steel companies planned 
a 3 per cent cut in capital expenditures last fall, 
but now anticipate a 29 per cent increase; ma- 
chinery companies have shifted from a proposed 
reduction of 1 per cent to a 14 per cent increase. 

About 53 per cent of capital expenditures by 
manufactureres in 1955 will be used for mod- 
ernization and replacement, a somewhat smaller 
share of the total than last year. More money 
will go into expansion, adding approximately 
5 per cent to the nation’s industrial capacity. 
Some firms want to be prepared for expanding 
demand; others are engaged in a sharp com- 
petitive struggle for existing markets. Some have 
developed new products and are ready to put 
them into production; others seek to diversify 
or to round out product lines. Most of them 
feel the need for keeping pace with changing 
technology, improving efficiency with up-to-date 
facilities, and otherwise meeting the challenge 
of competition. 


In general, manufacturers are anticipating 
substantially higher sales in 1955 and for the 
longer run. Moreover, they have the money to 
take advantage of the opportunity. Depreciation 
reserves (including accelerated amortization) are 
higher, while the striking improvement in cor- 
porate profits already apparent in the first quar- 
ter provides both means and incentive for in- 
vestment. 


Prospects for Higher Employment 

The employment picture is brighter than a 
few months ago. More persons are at work for 
longer hours and higher wages, while unemploy- 
ment is on the decline. The 3.2 million unem- 
ployed in March represented a decline of half 
a million from the peak a year earlier. It would 
be no surprise if the April total dipped below 
the 3 million mark. Prospects for employment 
increases in the next month or so are excellent, 
according to reports to the Department of Labor. 


Factory employment has picked up more 
sharply in the last few months. Through Janu- 
ary, the industrial recovery appeared to be pro- 
ceeding without large-scale rehiring, as shown 
in the accompanying chart. Since January, how- 
ever, employment and production have increased 
at approximately the same pace. In the early 
stages of recovery it is easier, and often more 
economical, to increase output through longer 
hours than to add more workers, especially when 
hiring would involve reopening facilities or add- 
ing a second shift. Beyond a certain point, how- 
ever, hiring becomes more efficient than over- 
time, and apparently that point is being reached 
in an increasing number of firms. The increase 
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Production, Employment, and Man-hours in Manufacturing 
(Seasonally adjusted; 1947-49100) 


Even with the lag in manufacturing employ- 
ment until recently, the steady rise in payrolls 
since mid-1954 has contributed a large share 
of the increase of personal income to new rec- 
ord levels. In March, the average factory worker 
was receiving 6 cents an hour more than a year 
earlier and was working 1.2 hours per week 
longer, thereby increasing his average weekly 
pay $4.59 to a new record of $75.30. The influ- 
ence of heavy overtime operations in some firms 
is emphasized by a recent report that wage 
earners in General Motors plants worked 44.2 
hours and earned an average of $103.79 a week 
during the first quarter, compared with $88.23 
a year earlier. 

Despite the recent gains in factory employ- 
ment, the number of production workers is 1.2 
million or about one-ninth below the 1953 peak. 
Manufacturing output, however, is within 2 per 
cent of its all-time high, as the chart shows. Part 
of the lag in factory employment can be attrib- 
uted to the inflated employment totals in 1953, 
which reflected the inefficiencies of high-pres- 
sure defense production and the waste-encour- 
aging effects of the excess profits tax. Part of it 
can be attributed to the lengthening of working 
hours noted above. Part of it reflects economies 
and technological change. 

The latter is the new bogeyman labeled “au- 
tomation”. Actually it is a trend which has been 
under way in American industry for years — even 
for generations. The process of improving effi- 
ciency, stepping up production, creating mass 
markets by offering attractive, competitively 
priced products has been going on for a long 
time. It has created many millions of jobs, both 
in manufacturing and in all the other lines which 
benefit from an expanding economy. 
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First Quarter Corporate Earnings 


Corporate reports issued during April show 
in most cases gains in sales and earnings over 
the first quarter last year. These gains generally 
reflect the recovery in production and distribu- 
tion of goods from the recession levels of 1953- 
54, combined with the holding of expense bud- 
gets under control. In the electric, gas, and 
telephone utility companies particularly, the 
gains in both gross receipts and net income re- 
flect continued long-term growth trends main- 
tained at vigorous rates despite temporary set- 
backs elsewhere. 


Our tabulation of the reports issued to date 
by 818 companies shows combined net income 
after taxes of approximately $2.5 billion, an in- 
crease of 27 per cent over the first quarter of 
1954 and practically unchanged from the fourth 
quarter. The number of companies reporting 
increases over a year ago exceeded those with 
decreases by a ratio of better than 3-to-1, but 
as compared with the preceding quarter the de- 
creases slightly outnumbered the increases. 
Changes by major industry groups are given in 
the summary on the next page. 


A factor in the increased earnings was the 
continued substantial enlargement in the capital 
investment of corporate enterprise. This new 
investment, which in 1955 is expected to equal 
or better last year’s rate, was devoted both to 
enlarging capacity and to improving efficiency. 
Working capital was also increased. Retained 
corporate earnings and depreciation allowances 
still constitute the major sources of such capi- 
tal funds, with new stock and bond issues pro- 
viding minor though significant portions. 





Manufacturers’ Trends Mixed 

Among the manufacturing industry groups 
making sharp recoveries are textiles and apparel, 
iron and steel, automobiles and parts, chemicals, 
and cement-glass-stone products. Many manu- 
facturers in the first quarter set new all-time 
high records and already are predicting that the 
full year 1955 will be the best in their history. 


Changes within most of the industry groups 
were uneven as a result of economic cross-cur- 
rents. For example, despite the generally up- 
ward surge of dollar sales billed, about one- 
fourth of the reporting companies experienced 
decreases. The latter include aircraft and other 
defense manufacturers which were affected by 
the levelling off or decline in military procure- 
ment. Some other companies in the heavy in- 
dustries showed lower profits refiecting the run- 
ning down of their heavy backlogs of unfilled 









ae, 1955 












NET INCOME OF LEADING CORPORATIONS FOR THE FIRST QUARTER 


(In Thousands of Dollars) 










Reported Net Income After Taxes 


Per Cent Change From 














































































































No. of First Qr. Fourth Qr. First Qr. First Qr. Fourth Qr. 
Cos. Industry Groups 1954 1954 1955 r 
29 Food products $ 384,658 $ 31,469 $ 84,244 —1 +9 
18 Beverages 8,359 17,860 8,814 +5 —51 
12 Tobacco products 80,741 84,102 31,400 +2 —8 
25 Textiles and apparel 12,819 15,912 18,831 +47 +18 
29 Paper and allied products $1,511 28,205 86,052 +14 +28 
8 Tires, rubber_products 17,862 21,056 22,514 +26 +7 
88 Chemical products 162,597 219,182 206,558 +27 — 6 
19 Drugs, soap, cosmetics 89,606 89,758 41,801 + 6 + 5 
85 Petroleum producing and refining A pieetetiliasetonies 475,254 546,744 522,374 +10 —4 
42 Cement, glass, and stone 41,408 64,562 63,526 +58 —?3 
88 Iron and steel 182,684 205,476 212,633 +60 +8 
22 Building, heating, plumbing equipment 16,295 22,227 18,526 +14 —17 
31 Electrical equipment, radio and television 88,695 122,707 80,178 —10 —85 
48 Machinery 35,933 $2,419 33,116 —8 2 
7 Office equipment 17,181 24,270 20,085 +17 —17 
8 Automobiles and trucks 184,613 215,424 814,644 +70 +46 
84 Automobile parts 28,285 85,422 48,566 +72 +87 
14 Railway equipment 15,755 15,443 10,937 —31 —29 
86 Miscellaneous metal products 116,173 153,318 152,391 +81 =— 1 
48 Miscellaneous manufacturing 42,541 68,886 56,784 +33 —18 
576 Total manufacturing 1,532,870 1,914,437 1,933,974 +26 +1 
27 Mining and quarrying 20,387 29,290 33,016 +62 +18 
81 Trade (retail and wholesale) 14,191 23,563 15,897 +12 —88 
23 Service and amusement industries ——-00000---— senna 13,987 15,292 16,793 +20 +10 
@ Railzoads 90,485 241,260 160,679 +78 —33 
75 Electric power, gas, etc. 200,888 170,886 220,708 +10 +29 
89 Telephone and telegraph 186,207 153,598 166,397 +22 +8 
818 Total $2,009,015 $2,548,326 $2,547,464 +27 site 














orders which are trending upward again this 
year. Many companies which had gains in sales 
revealed an even faster rise in operating costs 
which squeezed net income. At the same time, 
a sizable minority of other companies which 
had decreases in sales were able, because of 
better control over expenses, to widen their net 
profit margins. 

For the 576 manufacturing companies in our 
tabulation the aggregate dollar sales billed in 
the first quarter expanded by approximately 9 
per cent over the first quarter last year. Pre- 
tax earnings were up 29 per cent, and net in- 
come after taxes was up 26 per cent, as 
shown in the following summary which is partly 
estimated. Reserves for federal income taxes 
rose 82 per cent in dollar amount and absorbed 
on an average 50 per cent of pre-tax earnings. 
The federal excess profits tax is no longer a 
factor in the comparisons, having expired at the 
end of 1953. 





Sales and Net Income of 576 Manufacturing Corporations 
in the First Quarter 


(In Millions of Dollars) 














Change 
1954 1955 Amount % 

Receipts from sales, etc... $24,627 $26,947 +2,320 + 9 
Total costs, except taxes..n9 21,608 23,050 +1,442 4+ 7 
Balance before taxes...£._... 8,019 8,897 + 878 +29 
Federal income taxes.._._™_ 1,486 1,968 + 477 +82 
Net income after taxes._™. 1,533 1,934 + 401 +26 
Taxes to balance before taxes 49% 50% 

Net income per sales dollar 6.2¢ 1.2¢ 








Dividend Trends Upward 

Cash dividend payments by all U.S. corpora- 
tions rose 6 per cent this year to set a new high 
first quarter record, according to the Department 
of Commerce computations. In the manufac- 
turing industries, which comprise one-half of 
the dollar total, the increase was 4 per cent. 
while for trade there was a decrease of 1 per 
cent. Disbursements by the mining and railroad 
groups were up 5 per cent, electric and gas utili- 
ties 6 per cent, communications 11 per cent, and 
finance 13 per cent. 


Favorable dividend changes in the first quar- 
ter well outnumbered the unfavorable, accord- 
ing to the regular tabulations by the New York 
World Telegram & Sun. Dividend increases 
were made by 258 companies this year against 
166 in the first quarter of 1954; they were in- 
itiated by 126 companies against 76; and they 
were resumed by 19 companies against 16. At 
the same time, dividends were reduced by 23 
companies against 47 last year, and were omitted 
altogether by 29 companies against 40. 


Discount Rate Advanced 


Effective April 14 the discount rate of the 
Federal Reserve Bank of Kansas City was ad- 
vanced from 1% to 1% per cent, signalling the 
start of a general move by the Reserve Banks to 
a 1% per cent level. The rate thus returned to 
the half-way point in the 1% to 2 per cent range 
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of fluctuation that has prevailed in recent years. 
A 1% per cent rate was in force during 1951 and 
1952, and was supplanted by a 2 per cent rate 
in January, 1953 when business was booming 
and credit expansion was threatening to get out 
of hand. In February and April 1954, to help 
counteract the recessionary trends in business 
and employment, the rate was reduced in % per 
cent steps to 1% per cent. 


In the main, the discount rate move repre- 
sented an adjustment to a more reasonable po- 
sition in the general hierarchy of rates. Also, by 
reminding banks that the rate is subject to 
change, it gave mild warning against undue and 
continuous resort to the discount facility to ac- 
commodate credit expansion. 


The authorities have no wish to see excesses 
of cheap credit foment a boom running out of 
control and shaking the stability of the national 
and world economies. 


In light of the resurging strength of busi- 
ness, the only surprise was that the Federal Re- 
serve had waited so long to act. As far back as 
January possibilities of a rate advance became 
a common topic of discussion. As it was, the 
Federal Reserve authorities limited their actions 
at that time to raising stock margin requirements 
and paring down idle loan funds among the 
banks while the Treasury re-entered the long 
term market with an issue of forty-year 3 per 
cent bonds. 


At the end of February, after the Treasury 
bond issue had been placed, talk of imminent 
action on discount rate spread about the finan- 
cial community. The authorities contented them- 
selves with suspending open market operations, 
permitting the business rise to carry forward on 
its established momentum, and letting the re- 
lated credit demands absorb slack of excess 
reserves and compel banks to come in as bor- 
rowers from the Federal Reserve at the discount 
rate. So far were the banks successful in finding 
outlets for surplus loan funds that, by April, the 
excess reserves of banks which had surplus funds 
were not much greater than the amounts other 
institutions were borrowing. Free excess re- 
serves, which had been maintained around $700 
million from June to November of 1954, were 
largely used up. 


Firming Money Rates 


The pressures of demands for funds, in com- 
bination with the reluctance of banks to borrow, 
had pushed short-term open market money rates 
toward or past the former 1% per cent discount 
rate level. The yield on 91-day Treasury bills, 


for example, as low as % per cent in June 1954, 
had touched 1% per cent on several occasions 
during the first quarter and 1% per cent im- 
mediately prior to the discount rate advance. 
Four-to-six months’ prime commercial paper, up 
from 1% to 1% per cent earlier in the year, was 
marked up % per cent further after the discount 
rate was moved. 
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Member Bank Excess Reserves and Borrowings, Short-term 
Money Rates and Bond Yields, 1952-55 


(Monthly Plottings of Daily or Weekly Averages) 


The bond market was little affected by the 
advance in discount rate. Yields on medium 
grade corporate bonds, as has been the case for 
a year now, continued to be quoted in the mar- 
ket to return about 3% per cent. Yields on sea- 
soned issues of highest grade corporate bonds, 
which had risen % per cent to 3 per cent be- 
tween November and March, held steady during 
April. Yields on tax exempt State and muni- 
cipal bonds of the highest quality, which had 
moved up from a 2% per cent yield average last 
August to about 2 7/16 per cent in March, re- 
ceded a bit. The U.S. Treasury forty-year 3s, 
issued February 15, benefiting from continuous 
buying by pension funds, maintained a premium 
of close to % point, to yield a buyer 2.98 per 
cent. The thirty-year 3%s, which had touched 
112 at the top of the bull market for bonds 
early last August and had slipped to 106 toward 
the close of February, fluctuated during April 
between 106% and 106%. 
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May Treasury Financing 

The Treasury, in tailoring its May financing 
plans, adjusted to the changed position of the 
money market. On April 29 Secretary Humph- 
rey announced that holders of $3.9 billion 1% 
per cent certificates due May 17 would be in- 
vited to exchange them for fifteen-month notes 
paying 2 per cent. An additional $2% billion of 
the new notes is being offered for cash subscrip- 
tion, mainly to provide funds to pay off May 
and June maturities of two-year 2.47 per cent 
Savings notes. The increase in the Treasury's 
short-term borrowing rate, from 1% per cent 
a year ago to 2 per cent now, measures the 
change from a situation where banks had more 
funds than visible outlets to a position where 
demand and supply are more nearly in balance. 


Accompanying the business recovery, credit 
use has expanded in almost every area. The 
almost insatiable demand for funds to finance 
home, commercial, and highway construction 
remains the central feature and banks are sup- 
plying more money to these areas than ever 
before. Bank loans to business, which generally 
shrink in the first half of the year, have been 
holding up surprisingly well. Credit demands 
to finance higher working capital requirements 
of industry have strengthened markedly and 
term lending is enjoying another burst of ac- 
tivity, helped by loans to rubber and petroleum 
companies buying synthetic rubber plants from 
the Government. Consumer instalment credit, 
reflecting booming automobile sales, set a new 
record of $23 billion in March, up $1.6 billion 
from March, 1954. Borrowing to carry stocks. 
undiscouraged by the raise in margin require- 
ments from 50 to 60 per cent effective January 
4, also has continued to advance. The New York 
Stock Exchange reports that its members on 
March 81 were borrowing $2.0 billion on col- 
lateral other than U.S. government issues, up 
$0.9 billion since March 31, 1954. Effective April 
25, the Federal Reserve Board raised stock mar- 
gin requirements further, to 70 per cent. 


Credit Policy in Recovery 

In a speech at Pullman, Washington, April 7, 
Allan Sproul, President of the Federal Reserve 
Bank of New York, discussed the proper course 
of credit policy in a recovery period. What was 
done from December to March, he indicated, 
was “to take out of the banking system the sur- 
plus funds which had been used to keep up the 
pressure on banks to loan and invest.” In a 
continuing recovery, he said, it is “healthy and 
useful” to have the banks “become more de- 
pendent upon borrowing at the Reserve Banks” 


and natural for interest rates to firm up in re- 
sponse to increasing loan demands. While warn- 
ing that “a rise in interest rates which went too 
far too fast could be damaging, particularly in 
the capital markets where a continued flow of 
funds into capital expenditures is desirable”, Mr. 
Sproul indicated that: 


Changes in the discount rates of the Federal Reserve 
Banks might be made more frequently in such a period, 
as the discount window of the Banks again became busy, 
and as interest rates become more sensitive indicators of 
market pressures. In such circumstances, the discount 
rate could assume the role of an anchor for the whole 
structure of interest rates. And eventually it might lose 
some of its ponderous significance as a symbol, while it 
gained in power as a ready weapon of monetary policy. 


In his speech Mr. Sproul also alluded to the 
criticisms of Federal Reserve counter-inflationary 
measures in 1953 and accusations that the au- 
thorities have been motivated by “an inflation 
complex”: 

We fear deflation more than inflation, just as do most 
people who are aware of the human aspects of economic 
forces, and the human suffering which is involved in 
both of these deviations from economic well being. If, 
at times, we apply measures of restraint to a bubbling 
economic situation, it is because that is one of the reasons 
for our being — to try, during periods of high prosperity, 
to help prevent the excesses which will bring such 
periods to a destructive end. 

I might even go beyond that position, and say that 
there is another reason, in our present state of economic 
development, for a body which has a sound and healthy 
concern about inflation. That is the strong pull in the 
other direction, which gains power from a host of politi- 
cians and large groups of our population, and which does 
not lack economists and pseudo-economists to bring it 
intellectual support. The Employment Act of 1946 is now 
the main guide of public economic policy. The danger is 
that this call for Government action to promote maximum 
— not full — employment, production, and purchasing 
power will be interpreted to mean that monetary policy 
should embrace creeping inflation, so as to create con- 
ditions which are said to be necessary to the promotion 
of “full employment”, no matter what happens to the 
purchasing power of the dollar. 


Recently, before a Congressional committee, 
Mr. Sproul had pointed out that those who 
would seek to promote “full employment” by 
creeping inflation, induced by credit policy, 
are trying to correct structural maladjustments, 
which are inevitable in a highly dynamic econ- 
omy, by debasing the savings of the people. 
Recalling this he stated: 

If their advocacy of this course is motivated by con- 
cern for the “little fellow”, they should explain to the 
holders of savings bonds, savings deposits, building and 
loan shares, life insurance policies and pension rights, 
just how and why a rise in prices of, say, 8 per cent a 
year is a small price to pay for achieving “fu employ- 
ment”. ay tole also explain to all of us — little, big, 
and just p ordinary Americans — what becomes of 
our whole system of long term contracts, on which so 





May, 1955 





much of our economic activity depends, if it is to be 
accepted in advance that repayment of long term debt 
will surely be in badly depreciated coin. 


No, I say it is and wise that the mone 
authorities not accept the questionable dictum that hig 
level employment and price stability are necessarily in- 
compatible. It is probably true that full employment, in 
the sense of there always being “more jobs than men” 
may not be possible without creeping inflation. Such a 
condition implies sellers’ markets, not only for labor but 
also for raw materials and finished goods. It implies a situ- 
ation in which efficiency, incentives are reduced and there 
is weak resistance to increased costs, since such increases 
can usually be passed on in higher selling prices. These 
conditions are not likely to be conducive to maximum 
economic progress. Laxity of effort and speculative sprees 
develop in such an atmosphere and lead to distortions 
and instability, rather than to sustained accomplishment. 
But a condition of high employment, high efficiency, high 
production and stable values seems to me to be a feasible 
and desirable objective. 


“We central bankers,” he said, “are prac- 
titioners of an art, not a science”: 


In practicing that art we can never lose sight of the 
broad purpose of our being —to help to maintain those 
conditions in the economy which will promote high levels 
of production, employment, and consumption, and sta- 
bility of the purchasing power of the dollar. This demands 
flexibility. It demands restraint upon the use of credit 
when the economy begins to stretch at the seams, and 
credit is being called into use to support too many 
speculative positions, as well as the production, distri- 
bution and consumption of goods and the provision of 
needed services. It demands encouragement of the use 
of credit, when our productive resources of men and 
machines are not being utilized as fully as they should be. 
It demands that actions be taken with a view to accom- 
modating the needs of the whole economy, in the public 
interest, and not the needs of special groups or interests. 
whether they be economic groups or political interests. 


The Farm Situation 


Crop production in 1955, given favorable 
growing conditions, is expected to approach the 
bumper harvests of recent years, despite gov- 
ernment efforts to curtail output in the face of 
mounting crop surpluses. The Department of 
Agriculture has estimated that 59 principal crops 
planted or grown this year may total 353.5 mil- 
lion acres, only slightly below 1954. Plantings 
of 16 leading spring crops are placed at 285.5 
million acres, 3.2 million above a year ago. Gov- 
ernment restrictions are mostly responsible for 
reduced plantings of wheat, cotton, tobacco, rice, 
flaxseed, and sugar beets. On the other hand, 
several million acres diverted from these crops 
are being planted to soybeans and feed crops, 
including restricted corn. Like last year, many 
farmers, who feed nearly all the corn they pro- 
duce and are not concerned with price support 
on that crop, are expected to overplant corn 
acreage allotments. 





Drought and dust storms have plagued some 
wheat areas, particularly in the southern and 
central Great Plains. As a result, the Depart- 
ment of Agriculture cut its forecast of the winter 
wheat crop, as of April 1, to 662 million bushels, 
17 million below last December’s estimate. Cold 
weather has caused considerable damage to 
fruits and vegetables in the Southeast. But with 
mechanization and other modern farm technol- 
ogy available to offset adverse weather, it would 
take a major drought or flood to dampen seri- 
ously current prospects for another over-all 
bountiful crop harvest. 


Crop Surpluses at Record Level 


Welcome as abundant harvests are to farmers, 
they pose a national problem at a time when 
crop surpluses are already at record levels. The 
July 1 wheat carryover is expected to be a 
record of about a billion bushels, enough to 
meet domestic requirements for 18 months. The 
anticipated August 1 cotton carryover of nearly 
10.5 million bales, while not a record, is well 
over a year’s domestic consumption. 


Since federal price supports for many farm 
products have been more attractive than market 
prices, the bulk of old crop carryovers will be 
owned by the Government. As shown by the 
accompanying chart, the Commodity Credit 
Corporation’s investment in farm products 
at the end of February reached an all-time high 
of over $7.4 billion, up $1.2 billion over the year 
previous. Wheat, cotton, and corn alone con- 
stituted over three-fourths of this investment, 
with the balance distributed over more than 
two dozen commodities ranging from tobacco 
down to honey. 


BILLIONS OF DOLLARS 
So l T 1 











so 5! 52.53 
CCC Investment in Wheat, Corn, Cotton, and 
other Farm Commodities 


The fantastic nature of this whole business is 
illustrated by the problem of merely finding 
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storage space, particularly for wheat. Thanks to 
use of mothballed government ships, big circus- 
type tents, and other temporary structures, exist- 
ing grain storage facilities seem adequate until 
1955 crops start to market. However, another 
large harvest would further aggravate the stor- 
age problem, especially if CCC efforts in dis- 
posing of present stocks are not too successful. 

CCC officials are reported to be considering 
asking the Congress for $2 billion more borrow- 
ing authority, on the ground that the present 
$10 billion limit may not be enough to meet 
price support commitments during the comin 
crop season. Due to a similar situation, the CC 
borrowing limit was increased twice last year, 
first from $6.75 billion to $8.5 billion and later 
to the current $10 billion. 


A Record of Failure 


This demonstrates more forcibly than ever the 
failure of the agricultural price support poli- 


cies pursued up to now. 


The piling up of surplus stocks of farm com- 
modities has occurred despite drastic cutbacks 
in acreage. For example, wheat acreage was cut 
nearly 17 million, from 79 million acres in 1953 
to 62 million in 54, with a further cut to 55 mil- 
lion scheduled for this year. Cotton was cut 7 
million acres, from 27 million in 52 to 20 mil- 
lion in 54, with 18 million indicated for this year. 

Despite these restrictions, total crop output 
has held close to levels of post-World War II 
years when we were sending more wheat and 
other farm products abroad. The explanation is 
simple. With high, rigid support prices on basic 
crops, acreage controls have been offset by (1) 
heavier fertilization and other intensive crop 
practices, and by (2) the shift of diverted acres 
to non-basic crops (such as soybeans and barley) 
which, despite lower supports, apparently still 
are profitable to produce for government stor- 
age. In the case of wheat, many farmers are 
growing high-yielding, poor-quality varieties 
that return larger government checks at the 
expense of high-quality wheat needed by flour 
mills. 

The upshot of this a of high, rigid price 
supports has been self-defeating. By encourag- 
ing surplus production it has had a continuing 
depressing effect upon farm prices and incomes. 
Under this program net farm income has fallen 
from $16.8 billion in 1947 to $12 billion in 1954. 
Although the flexible support program provided 
for in the Agricultural Act of 1954 has been 
denounced by its opponents as “ruining” the 
farmer, actually no crops have yet been mar- 


keted under that program. The Act becomes 
effective for the first time with 1955 production. 
The diminishing effectiveness of high price 
supports is indicated by the number of farm 
commodities selling below the support levels. 

Strangely enough in the light of this record 
of failure, there are still people who advocate 
a return to the old system. In March the House 
Agricultural Committee by a 23 to 11 vote favor- 
ably reported out a bill calling for fixed price 
supports at 90 per cent of parity on basic crops 
during 1955-57 in lieu of the flexible support 
program enacted last year. 


Farmers Fed Up With Controls 

Proponents of high price supports have ar- 
gued that farmers were willing to submit to the 
controls necessary to maintain the higher prices. 
Recent reports, however, indicate that farmers 
are becoming more and more fed up with con- 
trols and may reject the restriction necessary 
to bring supplies in line with 90 per cent of 
parity supports or something close to it. 

Many observers predict that wheat farmers 
this year may vote down marketing quotas on 
the ‘56 crop. They cite farmers’ growing re- 
sentment over controls, and the prospect of lower 
price supports for ‘56. Actually, current esti- 
mates indicate price supports on wheat, if quo- 
tas are approved, ranging between 75 and 80 
per cent of parity. Apparently, the feeling is 
that farmers will not regard this as sufficient 
inducement to compensate for controls, and 
that they may prefer to take their chances with 
unrestricted plantings and free market prices. 

We have referred to the tendency of many 
corn farmers to disregard price supports and the 
acreage restrictions that go with them. Accord- 
ing to E. Howard Hill, president of the Iowa 
Farm Bureau, “Over half our corn producers 
chose to give up eligibility for corn loans rather 
than make an acreage cut last year.” Iowa farm- 
ers preferred to grow as much corn as they liked 
—and turn it into marketable meat. 

Equally pertinent were remarks by Senator 
James O. Eastland of Mississippi, leader of the 
Congressional cotton bloc, before the annual 
convention of the American Cotton Manufac- 
turers Institute last month. Declaring that 
mechanized American farms cannot operate un- 
der a program of curtailed acreage and high 
support prices, he stated: 

Let me stress the fact that a one-third reduction in 
acreage (referring to the effect of cotton acreage allot- 
ments) by no means results in a corresponding reduction 
in farm operating costs. In fact, very little, if any, re- 
duction takes place in over-all costs. The acres taken 
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out of cotton are put into corn, soybeans, grain sorghums 
or other crops. These acres have to be prepared for plant- 
ing, then planted, cultivated and harvested. 

Forcing farmers to divert land from cotton to these 
other crops generally results in a loss which can only 
be charged to their cotton operation. Cotton farmers are 
just beginning to realize, for the first time, the very 
serious effect a smaller volume has on their net income. 

Calling attention to the decline in American 
cotton exports and rising cotton production 
abroad, Senator Eastland went on to say: 

This trend proves the absurdity of the United States 
attempt to keep world cotton supplies in balance through 
production controls in this country. It further proves 
the absolutely false premise of any farm policy which 
prevents a farm commodity from meeting its competition. 


Price Flexibility Essential 

If farmers reject production controls, prices 
must be allowed enough freedom to perform 
their function in adjusting supplies to demand. 
The flexible price support program enacted by 
the Congress last year is a big step in this direc- 
tion. 

One of the great weaknesses of attempting to 
curb overproduction by acreage restrictions is 
that by and large they apply across the board, 
making no allowance for variations in farmer 
efficiency, suitability of land, etc. The efficient 
and inefficient, the good farms and the poor, 
are cut down alike. There is a minimum of sift- 
ing out, and of incentive for farms to be devoted 
to products for which they are best suited. 

We hear a great deal about the drought and 
dust storms in certain areas of the West and 
Southwest. The truth is that, for the most part, 
these areas should never have been taken out of 
pasture and planted to wheat, and would not 
have been but for the high prices brought about 
first by the war and later maintained by govern- 
ment price supports. As a recent newspaper 
statement by Grover C. Helm, president of The 
National Bank of Bloomington, Illinois, put it: 

We are more than ever convinced that the high sup- 
port prices on agricultural commodities has been one of 
the causes of the deterioration of the soil in the western 
and southwestern states. Much of the thin land that was 
used for grazing has now been plowed up and put into 
wheat, and as a result the high winds during the winter 
months have blown the topsoil in every direction. 

We referred to the tendency of some wheat 
farmers to concentrate on high-yielding wheat 
to sell to the Government rather than upon qual- 
ity wheat for the flour millers. Secretary of Agri- 
culture Benson, in an address before the Pacific 
Dairy and Poultry Asociation at Salt Lake City 
in March, elaborated on this theme and brought 
out clearly some of the distortions created by 
high price supports, as follows: 


In talking about this wheat surplus problem, we lump 
all wheat together — spring and winter —hard and soft 
—red and white —high protein and low protein. Yet 
farmers know there can be at least as great a difference 
between different types of wheat as there is between 
Holstein and Hereford cattle. 

At a time when we have a record-breaking surplus of 
wheat in the United States, there is an acute shortage 
of durum wheat and a tight situation with respect to 
high protein milling wheat. Flour has been selling at the 
highest prices since 1920. 

Farmers in some parts of the country have been con- 
centrating upon exceptionally high-yielding wheat, rather 
than upon quality wheat. Since the grain is produced for 
sale to the government at a fixed guaranteed price, rather 
than for conversion into bread, the sole objective is to 
grow as many bushels as possible on the allotted acreage. 

Unrealistic price supports have brought about a sharp 
rise in wheat production outside the area we normally 
think of as the commercial wheat country. The Corn Belt 
has become the source of more wheat. So have the grass- 
lands of the southern Great Plains and the dairy regions 
of the Northeast. 

In Illinois the 1953 wheat acreage was 51 per cent 
above the 10-year average. In Michigan it was up 46 
per cent. Even in New York the increase was 36 per 
cent. One “dust bowl” county of eastern Colorado, which 
reported a mere 5,000 acres of wheat in 1939, had 365,- 
000 acres in this one crop by 1952 as the “suitcase” 
farmers and speculators moved in. 


What has been the result? As Secretary Ben- 
son went on to point out: 

Now, farmers in the low-cost areas where most of our 
wheat has been produced in recent decades find them- 
selves in the same production strait-jacket as growers in 
states less favorably suited to efficient wheat production. 
The man who has been growing quality wheat for the 
market gets cut back on the same basis as the man who 
grows wheat for the government loan. 

The Secretary put his finger on the main point 


when he said: 


I would like to see us produce wheat in the regions 
where it can be grown most efficiently. Many of these 
areas are not well adapted to the production of profitable 
crops other than wheat. 

Thus we come back to flexible price supports 
as a necessary ingredient of any solution to our 
problem of farm surpluses. Allowing the price 
mechanism more play should lessen such mis- 
direction of effort as illustrated above and pro- 
mote the balanced development of agricultural 
resources that Mr. Benson talks about and that 
is the objective of the present Administration’s 
farm program. 


Example of Dairy Products 


An example is what happened in dairy prod- 
ucts. A year ago, as Secretary Benson pointed 
out in his speech previously quoted, the Gov- 
ernment was getting into the dairy business at 
an unprecedented rate. Milk production was 
booming to new highs month after month. Con- 
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sumption, particularly of butter, was moving 
lower while huge surpluses of dairy products 
continued to pile up in government hands. 


All this was happening under a program of 
price supports at 90 per cent of parity. Obvi- 
ously, continuation of the same program which 
had helped get us into this situation would never 
get us out of it. Accordingly, supports at 75 per 
cent of parity for the marketing year which 
began April 1, 54 were set under the provisions 
of the law that directs the Secretary of Agricul- 
ture to fix supports at a level that will assure an 
adequate supply of dairy products. 


The move evoked widespread resentment 
among dairy farmers at the time. Yet now, a year 
later, we are in a position to evaluate the results. 
Milk production, reflecting a decline in cows 
milked, is running below ’54. At the same time, 
consumption of dairy products has been increas- 
ing. While this was due in part to CCC disposal 
programs at cut prices, it reflected also better 
demand through normal distributive channels 
as lower support prices were passed along to 
the consumer in lower retail prices, particularly 
butter. As a result, during the marketing year 
ending March 81 last, government purchases of 
butter were down 45 per cent as compared with 
the corresponding period a year earlier, pur- 
chases of cheese 66 per cent, and nonfat dry milk 
21 per cent. 


Thus, the discouraging dairy situation of a 
year ago has been transformed to a more hopeful 
outlook. Price during the past year was given a 
better opportunity to regulate supply and 
demand. 


One of the most significant results of lower 
price supports for dairy products has been the 
tendency for dairy farmers to up-grade their 
dairy stock. According to Secretary Benson, more 
milk cows were culled from the nation’s dairy 
herds during ‘54 than in any year since ‘48 — 
both in actual numbers and in relation to the 
total number of cows on farms. He went on to 
say: 

Now that we are on the right road, I sincerely hope 
that dairymen will not relax in this campaign to rid 
their herds of poor producing cows—the “boarders” 
which don’t pay their keep. Even though average milk 
production per cow reached an all-time record of 5,512 
pounds per year in 1954, this figure falls far short of the 
record output achieved on our better dairy farms. We 
still have far too many three, four and even five thou- 
sand pound producers which place a heavy drain upon 
the farmer’s resources and time and which contribute 
nothing to his profits. This same picea ager us Tat 
however, is a major cause of our surplus milk problem. 
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The Real Issue 


The broader lesson that emerges from these 
contrasting experiences in wheat and dairy pro- 
duction is that we have too many farmers pro- 
ducing the wrong things; also too many pro- 
ducing the right things with methods which, 
despite great progress over the years, still fall 
far short of the potentialities for technological 
advance. By perpetuating an artificial price 
structure we have tended to freeze production 
patterns and retard development of maximum 
farm efficiency. Marginal operators, who might 
otherwise have turned to other crops or even to 
other occupations, have been encouraged to 
hang on, thereby burdening agriculture gener- 
ally with overproduction for which the taxpayer 
foots the bill. 


The basic trouble, whether we like it or not, 
is that there are too many people trying to 
make a living out of agriculture. As in every- 
thing else, improved machinery and methods 
have wrought a revolution in output per worker. 
It is the old story told again of fewer and fewer 
people being needed in agriculture to produce 
the food and fiber for themselves and the rest 
of the population. Without this shift in occupa- 
tions this country could never have enjoyed its 
great industrial development. 


Thus, stripped to essentials, the issue comes 
down to (a) whether to buck this trend by hold- 
ing the umbrella of high support prices over 
farmers generally, keeping more people in agri- 
culture than needed and adopting a spread-the- 
work policy of rationing output regardless of 
productivity, or (b) whether to recognize and 
accept this trend by restoring the test of flexible 
prices which, applied within limits cushioning 
their impact, should channel production into 
fewer and more capable hands. For those who 
are willing to face the facts, there seems little 
choice as to which course will, in the long run, 
prove best for agriculture and for the country. 


Deposit Insurance Assessments 


The Federal Deposit Insurance Corporation’s 
annual report for 1954, submitted to the Con- 
gress on March 31, reveals further growth in the 
deposit insurance reserve fund to a new record 
high of $1,548 million. In the year 1954 it rose 
by approximately $92 million. This reflected 
income from deposit insurance assessments on 
insured banks amounting to $62 million and in- 
terest received on reserve fund investments of 
$37 million; operating expenses came to $7.8 mil- 
lion and deposit insurance losses were only 
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$400,000. These figures have provoked discus- 
sion among bankers as to whether FDIC as- 
sessments should not be reduced. 


This is not the first time the question has come 
up. As early as 1940, when the reserve fund 
was approaching $500 million, the FDIC Chair- 
man suggested that some reduction in assess- 
ments might be in order. With World War II 
intervening, however, it was not until 1950, 
when the reserve fund had reached $1.2 billion, 
that the Congress acted. Under the new arrange- 
ment gross assessments continued at one-twelfth 
of one per cent of total deposits; but three-fifths 
of the net assessment income, after deduction 
of expenses and deposit insurance losses, was 
returned to the banks as a credit against assess- 
ments for the following year. 


Over the entire twenty-one year history of the 
FDIC, deposit insurance losses have totalled 
only $28 million. As the table below shows, 
$22.5 million of these losses was incurred from 
1933 to 1940 when the effects of the depression 
were still being felt. In the fifteen years since 
1940 deposit insurance losses in only one year 
have been as much as $1.4 million, and in only 
five years in excess of $500,000. In every year 
since 1940 the interest income alone from the 
reserve fund has been more than enough to 


cover deposit insurance losses and operating 
expenses as well. 


FDIC Income, Expenses and Additions to Deposit 
Insurance Fund 


(In Millions of Dollars) 


Incom Expenses——— Added 
Insur. Interest Deposit Interest Operat- to 
assess- income insur. on ing insur, 
Years ments ete. losses capital expenses fund 


1933-40.. $ 211.1 $ 63.5 $22.5 $40.4 $22.1 $ 189.6 
1941-45... 352.5 86.3 1.5 29.0 19.5 388.8 
1946-50... 617.4 153.8 ’ 11.2 \° 628.9 


1951 ....... 54.1 ~ 
1952 ....- 57.1 : ° ° 
1953 60.0 ° le bd 
1954 ....... 62.3 ° bg 


Total ... $1,314.5 








$435.8 $28.0 $80.6 $99.0  $1,542.7 
*Capital stock was retired by payments to the U.S, Treasury 
in 1947 and 1948. 


Adequacy of the Fund 


The most common argument against reducing 
FDIC assessment rates is that even a $1.5 bil- 
lion insurance reserve fund is none too large 
relative to the $203 billion total deposits in in- 
sured banks on December 31, 1954, or even the 
$112 billion of those deposits covered by insur- 
ance. The FDIC insures deposit accounts up to 
a maximum of $10,000 each. 


In 1950, however, the FDIC recommended a 
reduction in bank assessments even though the 
ratio of the reserve fund to deposits in insured 
banks was not materially higher than at present. 


No judgment as to the safety of bank deposits 
today is valid that ignores the sounder banking 
practices that the FDIC and the banking com- 
munity together have built up over the past 
twenty-one years. Bank examinations by the 
FDIC and other supervisory agencies have 
served to reveal and correct weak spots. More- 
over, FDIC’s use of its powers to reorganize 
banks which get into difficulties, or to merge 
their sound assets and deposits into other banks, 
has prevented failures from mushrooming and 
undermining the banking structure generally. 
This ability on the part of the FDIC to nip 
banking troubles in the bud should continue to 
serve as a barrier against the development of 
those chain reactions which proved so devas- 
tating in the ‘80s. 

Bankers themselves have been more critical 
of the quality of assets backing their deposits. 
The principle of amortization has been applied 
widely to real estate and other lending, thus 
providing for repayments on a regular instal- 
ment basis. The result has been increased 
liquidity for banks and a regular check on the 
repayment capability of borrowers. To guard 
against possible future losses on loans, banks 
have taken widespread advantage of recent 
Treasury Department rulings which permit tax- 
free additions to their own bad debt reserves. 

Capital resources of insured commercial banks 
reached a new high of $14.3 billion last Decem- 
ber 81 and were growing at the rate of $1 billion 
a year. These represent the shareholders’ pledge 
for the safety of depositors’ funds. 

Finally, the FDIC has authority under the law 
to borrow up to $3 billion from the U.S. Treas- 
ury for temporary deposit insurance needs, 
thereby raising the funds available to the FDIC 
to $4.5 billion. 

Even if FDIC assessments were eliminated 
altogether, the deposit insurance reserve fund 
would still be fed by the substantial reserve fund 
interest income — amounting to $37 million last 
year and steadily increasing. At the same time 
any funds released by a reduction in assessment 
charges would be available to further strengthen 
the banks’ own capital positions with consequent 
added protection to their depositors. 
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